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Comments of Arizona Public Service Company 
On Energy Efficiency 

February 20,2009 

On January 30, 2009, the Arizona Corporation Commission (“Commission”) Utilities 
Division requested that interested parties respond to questions relating to energy 
efficiency. The parties’ responses would help facilitate discussions at the Commission’s 
Energy Efficiency Workshop, which is scheduled for March 6, 2009. Arizona Public 
Service Company’s (“APS” or “Company”) comments are provided below. APS looks 
forward to participating in the Energy Efficiency Workshop. 

Energv Efficiency in Arizona: Existing Programs and Measures 

1. Which energy efficiency programs and program strategies are most effective 
in assisting particular customer segments such as low and moderate income 
residential customers, households on fixed incomes, customers in existing 
homes (owner occupied and rental), schools, local governments, small 
businesses, and large businesses? 

The current APS Portfolio of demand side management (“DSM”)’ programs has 
proven to be effective to reach almost all customer segments. The Energy .Wise 
Low Income Weatherization program provides free home weatherization and bill 
assistance to qualified low income customers. For moderate income customers 
and households on fixed incomes, APS offers discounts on energy efficient 
compact fluorescent light bulbs (“CFLs”), which can save more than $40 in energy 
costs over the lifetime of the bulb for a purchase price of approximately one dollar. 
For customers in existing homes, APS offers rebates to customers who replace 
their air conditioning units with high efficiency equipment and repair and seal 
leaks in air conditioning ductwork-measures that can save hundreds of dollars a 
year in energy costs. 

For business customers (including commercial, industrial and institutional and 
government customers), the Large Existing Facilities Program provides 
prescriptive incentives for high efficiency motor, lighting, cooling, and 
refrigeration replacements in existing large facilities, as well as a custom incentive 
for other projects. The New Construction Program provides incentives for 
upgrading the energy efficiency of newly constructed commercial and industrial 
buildings. The Small Business Program offers incentives that are specifically 
targeted to improve the efficiency of small business customers. The Schools 
Program specifically targets program incentives for all school facilities, including 
public and private primary and secondary schools. The Energy Information 
Service Program provides incentives to encourage customers to install special 
interval load data meters and to subscribe to a software service that provides 

In. these comments, APS uses the terms “demand side management” or “DSM,” and “energy efficiency” 
interchangeably. 
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2. 

information on the business’ energy use, as a means for customers to identify 
energy efficiency actions that will reduce their energy use. All five of these non- 
residential DSM programs are marketed to customers under the umbrella program 
of “APS Solutions for Business.” 

The current portfolio of programs has proven to be both successful and cost 
effective. Since 2005, when the APS DSM Portfolio was developed, through June 
of 2008, APS has spent a total of $44.8 million on DSM programs and achieved 
cumulative annual savings of 531,889 megawatt hours (“MWh”) at a cost of 
approximately one cent per lifetime kilowatt hour (“kwh”), making it one of the 
lowest cost resources available. As a result of the Commission-approved DSM 
programs, APS has been awarded the Environmental Protection Agency (“EPA”)/ 
Department of Energy (“DOE”) Star Partner of the Year award for Excellence in 
Energy Efficiency Program Delivery for the past three years. 

What studies have the Arizona utility companies or other parties conducted 
over the past decade regarding the various energy efficiency options available 
in Arizona? 

A P S  has completed a high-level assessment of the potential for DSM programs in 
the Company’s service territory. This DSM Market Potential Study was filed with 
the Commission on September 12, 2007 in Docket No. E-01345A-05-0182. The 
Market Potential Study concluded that the realistic cost-effective potential for 
DSM programs in the APS service territory was in the range of 2,600 to 3,900 
gigawatt hours (“GWh) by 2020, given a reasonable set of assumptions regarding 
incentive levels and customer acceptance. This range of savings represents 
approximately 7% to 10% of expected GWh sales in 2020. The study also 
identified potential energy efficiency technologies and the estimated technical, 
economic, and market potential for energy efficiency within the APS territory for 
each major customer segment. 

(a) Which options produced the best in energy savingskosts? 

Overall, APS believes that the Company’s current portfolio of DSM 
programs offers the best in energy savings/costs, evidenced to date by the 
current cost of approximately one cent per kWh over the expected lifetime 
of all program measures that have been installed. 

(b) Which produced the most energy efficient jobs? 

Neither APS nor the DSM Market Potential Study has analyzed the impact 
of programs as related to the production of jobs in the energy efficiency 
industry. 
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(c) Please provide data for, but not limited to, the following options: 

(i) Home Energy Audits 

0 Online audits: 

An on-line energy self-audit delivered through the Internet 
is a cost-effective option for delivering audit 
recommendations to a broad range of customers. A key 
benefit of an online audit is that interaction with the audit 
tool teaches customers about effective home energy 
improvements, as well as ways to improve energy usage 
behavior. In 2008, APS customers completed more than 
20,000 online audits through the Company’s website, 
aps.com. We believe that customers who complete the A P S  
on-line audit may subsequently save energy; however, the 
actual savings have not been quantified. 

0 Onsite audits: 

On-site energy audits provide a valuable tool to identifl 
energy efficiency savings opportunities. APS currently 
offers a program called “Home Performance with Energy 
Star” that delivers a detailed and comprehensive on-site 
energy audit, complete with advanced diagnostic tools such 
as infrared cameras, duct blasters, and blow doors that 
provide detailed information on where homes are leaking 
energy. However, the costs of delivering these on-site 
energy audits and the difficulty of converting potential 
opportunities into actions that save energy can make on-site 
audits cost prohibitive. The typical cost for the diagnostic 
testing is $300-$500 per home. 

To address this concern, APS and other Arizona utilities are 
currently participating in a statewide applied research 
project (“Arizona Home Performance”) that is funded by 
DOE and managed by the Arizona Energy Office. The 
project will conduct home energy retrofits on a number of 
different housing types throughout the different climates of 
Arizona to develop a process to streamline delivery of home 
performance energy efficiency retrofits. APS believes that 
this valuable project can be a catalyst for greater 
opportunities with energy efficiency audits and home 
retrofits in the state. 
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(ii) Solar water heater systems 

Ten Arizona utilities, including APS, engaged the Shelton Group to 
conduct survey research in the fall of 2006 to better understand 
Arizona homeowners’ perceptions and awareness of renewable 
energy-particularly solar energy. The research also explored 
homeowners’ likelihood to purchase and install solar water heaters 
and solar energy systems in order to estimate potential participation 
in utilities’ renewable energy incentive programs. 

(iii) Insulatiodweatherization of residential properties and 
commercial properties 

For low income residential properties, the APS Energy Wise Low 
Income Weatherization program offers field data based on the 
actual energy efficiency savings and costs as a result of 
weatherization. For other existing housing stock, the “Arizona 
Home Performance” applied research project described above 
should offer relevant data on the cost and savings from a 
coordinated energy audit and retrofit effort. The Arizona Home 
Performance project began in late 2008; preliminary results are 
expected in late 2009, and the final project reports are anticipated in 
2010. 

As far as commercial buildings are concerned, the 2007 APS 
Energy Efficiency Market Potential Study analyzed weatherization 
measures such as insulation, cool roofs, infiltration reduction, and 
high performance windows/glazing. In addition, APS submitted a 
cool roof measure evaluation study to Commission Staff in 2008 as 
part of the 13 Month Filing evaluation. Measure analysis 
spreadsheets were developed for both cool roofs and high 
performance window glazing, and were supplied to Commission 
Staff as part of APS’s 13 Month Filing Report in 2007. 

(iv) Incentives and rebates for ENERGY STAR appliances 

APS has been studying the potential for incentives and rebates for 
energy efficient appliances since 2005. The Commission found that 
the Company’s initial proposal in 2005 to offer education and 
potential rebates for ENERGY STAR appliances was not cost 
effective. APS has since screened these measures several times 
with updated inputs. Most appliances are still not cost effective; 
however, recent changes in the ENERGY STAR clothes washer 
standards and newer incremental costs indicate that they are now 
marginally cost effective. 
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Issues with ENERGY STAR appliance cost effectiveness are due to 
a combination of factors including: 1) some ENERGY STAR 
appliances, such as refrigerators, do not provide enough 
incremental savings relative to standard appliances; 2) some 
ENERGY STAR appliances, such as dishwashers, already have a 
high market penetration (currently more than 90% of all 
dishwashers sold in Arizona are energy efficient); and 3) some 
ENERGY STAR appliances, such as clothes washers, provide 
good savings but have a significantly higher cost than standard 
models. 

(v) Landscaping to provide shading and passive solar 

APS recognizes that landscaping can have a role in energy 
efficiency; however, we also understand the tenuous nature of its 
cost effectiveness. The Company conducted an initial cost 
effectiveness screening of a residential shade tree program in 2007. 
This initial screening indicated that a landscaping measure could be 
cost effective; however there are many variables involved that 
could affect the actual effectiveness of the measure in the field, 
including specific tree placements, species shade coverage, 
mortality rates, and cost of obtaining and planting the trees, among 
other factors. 

Enernv Efficiency in Arizona: New Programs and Measures 

3. How can the energy efficiency efforts and programs be increased to provide 
even more benefits to customers? Specifically, how can the energy efficiency 
programs reach more customers and provide greater energy savings for each 
customer? 

There are many tools and opportunities available to expand the reach and impact 
of energy efficiency programs. These include, but are not limited to, expanding 
funding for the current programs, increasing program advertkindmarketing 
activities to reach more customers, adding new program measures (to provide 
greater opportunities for savings for each customer), increasing the commercial 
customer annual rebate caps (greater savings per customer), increasing rebates to 
cover a higher percentage of a customer’s incremental costs (to reach more 
customers), adding a second higher tier efficiency level to existing programs to 
provide higher incentives for greater levels of energy efficiency (greater savings 
for each customer), and bundling the marketing of different measures to achieve 
greater savings. 
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4. Are there additional cost effective energy efficiency programs or 
enhancements of programs that should be implemented? What new energy 
efficiency programs or measures, such as direct install, could be implemented 
to enhance energy efficiency for utility customers? 

APS has presented a number of potential new energy efficiency program ideas to 
the APS DSM Collaborative for consideration and feedback. These include: 

RESIDENTIAL NEW CONSTRUCTION: 

A current APS program is the ENERGY STAR home program, where developers 
receive incentives to construct new homes that incorporate energy savings features 
and building techniques that result in homes that are at least 15% more energy 
efficient than standard homes. The APS ENERGY STAR Homes meet or exceed 
strict EPA ENERGY STAR high efficiency standards. An ENERGY STAR home 
includes tight construction, properly installed insulation, right-sized heating and 
cooling systems, fiesh air ventilation and energy-efficient windows. A certified 
independent contractor tests the homes to ensure they perform efficiently. There 
are potential new ENERGY STAR programs that are currently being discussed, 
including: 

Higher tier “ENERGY STAR Plus” program, with higher 
incentives for meeting higher energy savings standards. 

ENERGY STAR for manufactured homes, which would 
address a common type of housing stock for moderate income 
and rural Arizona households. 

RESIDENTIAL EXISTING HOMES: 

0 Incentiveshebates could be made available for new high efficiency 
pool pumps and smart pool timers that automatically adjust filter 
run times on a seasonal basis. 

0 Incentives for shade screen retrofits provide high value and 
relatively low cost for older existing homes. 

a A refrigerator recycling program could offer a rebate to encourage 
customers to dispose of older, less-efficient “second” refrigerators. 

0 Insulation and window upgrades provide additional energy 
efficiency; however, APS has screened these measures and found 
them to be marginally cost effective. Insulation cost effectiveness 
depends on the current level of attic insulation; wall insulation 
retrofits are not cost effective. Window rebates may be cost 
effective, but only in situations where customers are already 
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replacing windows and the rebate is used to encourage them to 
upgrade to higher efficiency replacements. 

e Programmable thermostats that have pre-programmed settings to 
regulate a home’s temperature may provide energy savings. 
However, it is unclear how much energy these thermostats may 
save, because it is dependent on the individual customer’s energy 
use habits. 

e Incentiveshebates for upgrading clothes washers to ENERGY 
STAR appliances has some potential, although these have been 
screened and found to be not cost effective in the past. However, 
changes in ENERGY STAR standards, incremental costs, and other 
factors in the analysis have changed and recent screening indicates 
that these appliances may be marginally cost effective. 

NEW AND EXISTING BUSINESSES: 

For commercial customers, APS believes that the current Custom Incentive 
measure provides a broad opportunity to incent a wide range of commercial 
customer efforts that lead to energy savings. In addition, APS recently received 
Commission approval for a direct install program for schools and small businesses, 
which will assist them in evaluating and implementing energy efficiency projects. 
In this program, APS provides trade allies a direct incentive of up to 90% of 
customer incremental costs to implement lighting and refrigeration measures at the 
customer’s facilities. Based on results in other states, APS is optimistic that the 
direct install program will increase participation in the hard-to-reach small 
business segment, and help schools (who have been one of the most active 
participants in APS’s programs to date) to continue to implement DSM measures 
to a greater degree. 

Regulatory Elements 

5. Are there specific actions the Commission should take to support energy 
efficiency programs? 

Yes. Currently utilities have no incentive to reduce sales (which is the ultimate 
result of energy efficiency programs), since lower sales result in lower earnings. 
Commission action that addresses and minimizes the financial disincentives would 
motivate utilities to increase their investments in energy efficiency programs. The 
Commission could also adopt policies that would further encourage greater 
customer participation in DSM programs, such as raising the current commercial 
customer annual incentive limitations, allowing programs to cover a higher 
percentage of customer incremental cost, and revisiting the current approach 
regarding the impact of tax credits on customer rebate levels. 
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6.  Are there procedural options available to the Commission to accelerate 
progress toward increased energy efficiency? 

Yes. The Commission could adopt policies to accelerate the implementation of 
energy efficiency programs by streamlining the regulatory approval and oversight 
process. This would allow programs to be available to customers more quickly 
and allow the programs to be more easily adjusted to respond to changing market 
conditions. For instance, historically it has taken approximately a year between 
program filing and approval. We believe that this extended time period for 
analysis and review could be reduced if the utilities and Commission Staff utilized 
the s&e benefitkost test models to prove the cost effectiveness of programs. In 
addition, allowing the utilities broader flexibility to adjust individual program 
budgets and shift funds between program budgets would result in W h e r  
optimization of the savings achieved for the dollars spent, and allow the utilities to 
better respond to economic cycles in the marketplace. 

Societal Goals 

7. Would an annual energy efficiency standard or goal heighten the utilities’ 
incentive to manage energy efficiency programs to maximize results? 

No. APS manages approved energy efficiency programs to maximize results with 
the resources available, and that would not likely differ if the programs are 
standard driven as compared to being established using predetermined spending 
levels. However, addressing the inherent disincentive that results from reduced 
sales from energy efficiency would be more likely to incent utilities to propose 
additional energy efficiency programs. 

8. What energy savings goals or standards should be set to increase energy 
efficiency in Arizona? How should an energy efficiency standard or goal be 
based (for example on load or total resources), and at what level? 

APS supports the development of a state-wide standard as long as it is carefully 
developed with provisions to account for a number of factors outside of the 
utilities’ control that can affect the ability to achieve an energy efficiency goal 
through utility programs. A key example of these “outside factors” is the need for 
customer participation. A utility has little control of certain circumstances, such as 
the current economic downturn, which may hinder customers from investing in 
energy-saving measures. 

It is important to understand that an energy efficiency savings standard represents 
a substantial paradigm shift from current DSM program policy. Currently, 
programs are established based on targeted annual levels for DSM spending. APS 
works with the DSM Collaborative Group, which includes Staff, RUCO, the 
Southwest Energy Efficiency Project, Western Resource Advocates, the Arizona 
Energy Office, Arizonans for Electric Choice and Competition and other interested 
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parties, to develop our DSM programs. The Commission Staff then reviews the 
program plans to ensure that all programs are cost effective. So although the 
program plan is based on a targeted spending level, cost effective DSM spending 
does result in commensurate DSM energy savings. The advantage of a spending 
target is the cost certainty it provides for our customers. 

An energy efficiency standard could be based on load or total resources, but it 
must be properly aligned with the objectives of the programs ( i e . ,  energy 
efficiency versus peak demand reduction as the primary focus). Development of a 
savings goal should be done within the proper context and treatment of such a 
goal-meaning that both the savings goal and associated DSM program budgets 
would have to be viewed with flexibility. If a savings goal is adopted, it would 
need to supplant the current spending targets; however, the savings goal must be 
realistically benchmarked against the authorized DSM spending level. DSM 
spending levels must take into account the impact on customer bills that might be 
necessary to achieve the energy savings target, with a contingency plan to address 
funding flexibility and adapt to business cycles. In fact, it is expected that as the 
“low hanging h i t ”  becomes harvested in the early years of a DSM program, it 
will become increasingly expensive to achieve DSM savings. Setting a savings 
goal without proper funding would be counterproductive. 

Another issue is the establishment of the proper baseline upon which to compare 
savings. APS recommends that a baseline year be established for measuring 
energy efficiency savings, and that any changes to building codes and appliance 
standards subsequent to that baseline year should either be counted toward the 
goal, or the goal should be modified to remove the impact of those building codes 
and standards changes. This would ensure that unforeseen fbture changes to 
building codes and standards do not compromise the ability to achieve energy 
efficiency goals from DSM programs. 

Additionally, given the difficulties in predicting fbture technologies and with the 
current uncertainties in the market, it would be wise to consider a process where 
savings targets would be re-visited periodically (perhaps every 2-3 years) to 
incorporate information about emerging technologies and their potential energy 
savings, any changes in the costs of implementing DSM programs, any changing 
needs for energy efficiency in the state, and changes in consumer behavior. 

Finally, establishing an energy savings target should be done in conjunction with a 
plan to remove the disincentive for utilities to increase their investment in DSM 
and hence to decrease the amount of their sales. 

9. How should the results of energy efficiency programs be publicly reported so 
that Arizona consumers can easily assess the effectiveness of those programs? 

Public reports should be easy to access and understand, and should be based on 
existing reporting requirements to limit redundancies and administrative overhead. 
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One possible approach would be a simple “scorecard” format that could be 
accessed on a consumer-friendly website. Energy savings goals and achievements 
could be reported on the website, with the savings translated into meaningful 
equivalents that average consumers could understand, such as equivalent number 
of homes that could be powered with the energy saved, equivalent gallons of 
gasoline saved, or the number of cars removed from roads. 

Impacts on Utilities 

10. What are the likely impacts on utility companies of increasing energy 
efficiency? 

Some positive impacts of energy efficiency programs for a utility include a 
reduction in fuel costs and carbon emissions, and the potential to defer certain 
investments in generation and transmission infrastructure over the long term. 
However, the full value of these benefits will be diminished or unrealized if these 
results also include significant erosion of revenue that utilities face as a result of 
successful DSM efforts. 

Incentives/Funding 

11. What role can or should decoupling play in efforts aimed at energy 
efficiency? 

The term “decoupling” is used to describe a variety of ratemaking methods that 
separate the connection between utility sales volumes and margins. Decoupling 
can address multiple factors for variations in per-customer margins (such as 
weather or economic cycles) or can be targeted to specific factors, such as energy 
efficiency. APS believes targeted decoupling is more appropriate in the context of 
energy efficiency. Targeted decoupling focuses only on the sales lost from energy 
efficiency programs and allows the utility to receive the same total revenue that it 
would have received had its sales not been reduced by those programs. This 
targeted energy efficiency decoupling approach is preferred over the total revenue 
decoupling because it isolates the impact of the DSM programs. 

Targeted decoupling is one of a number of tools that can be used to address the 
utility financial disincentive to adopting greater energy efficiency. It can play a 
role in encouraging greater energy efficiency, but the relative merits of targeted 
decoupling as compared to other approaches will depend on the particular 
situation. 
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12. In addition to decoupling, what other incentives, such as performance 
incentives, could be used to counter the disincentive of reduced sales that 
arise from energy efficiency programs? 

There are a number of approaches in addition to targeted decoupling that can be 
used to counter the disincentive of reduced sales, including lost revenue 
adjustments and establishing forward looking test years that take anticipated DSM 
savings into account. These approaches are distinct from, and in addition to, the 
various types of performance incentives for maximizing savings. 

13. How should a performance incentive be structured? 

Effective performance incentives are those that are most successfkl at encouraging 
greater energy savings. A number of techniques are currently being used in other 
states including: shared savings (similar to the current A P S  Performance Incentive 
that is based on a share of program net benefits), performance targets (where 
utility incentives increase as annual savings reach certain set savings target 
thresholds), and capitalization of energy efficiency costs, which allows the utility 
to earn a return on investments in energy efficiency. 

14. How can funding mechanisms be modified to increase utilitiies’ incentive to 
more fully engage in energy efficiency programs? 

Funding mechanisms should be designed to address three distinct issues including: 

0 Timely recovery of all prudent DSM program costs; 

A mechanism (such as an adjustment or targeted decoupling) to 
address uncovered fixed costs resulting from DSM; and 

0 A performance incentive to encourage maximum benefits. 

15. Is additional funding needed for energy efficiency programs and, if so, what 
level of funding would produce the most benefits in relation to the cost? 

To provide substantially more DSM programs would require additional funding. 
APS’s views DSM as a valuable resource that the Company will implement so 
long as it is: a) cost effective; b) there are sufficient numbers of APS customers 
willing and able to participate in the programs to achieve the desired energy 
savings; and c) APS’s financial condition is not weakened by the erosion of 
revenues that result from the implementation of the DSM programs. Further 
analysis of APS future plans for energy efficiency is included in the Company’s 
Resource Plan Report, which was filed in Docket No. E-01345A-09-0037. 
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16. If the Federal Economic Recovery package is adopted and includes significant 
funding for energy efficiency programs, how best should these monies be 
spent to enhance energy efficiency in Arizona? 

The federal economic recovery legislation, the American Recovery and 
Reinvestment Act of 2009, was signed into law on February 17, 2009. The 
Company is evaluating the specific impacts of this comprehensive legislation, but 
it appears clear that there is a strong preference for “quick-start” activities - those 
activities that can be started and completed expeditiously. For that reason, APS 
believes if federal funding is available to the Company for energy efficiency 
programs, the most expeditious approach would be to integrate additional funding 
into our established DSM programs. (APS is assuming that stimulus funding from 
Congress would be additional funding and would not replace the DSM program 
funding currently authorized by the Commission.) The existing DSM programs 
have already been determined to be cost-effective programs, have proven track 
records, and have accountability measures in place. 

It is important to note, however, that there are a number of questions regarding 
future federal funding of these programs that remain unanswered. For example, it 
is still unclear to whom or how energy efficiency funding would be made 
available, how funds would be accounted for, and what the specific 
implementation requirements would be. What role will state agencies, such as the 
Commission, play in implementation and will federal funds still be subject to 
existing state limitations on program structure? For example, will additional 
federal funds be allowed to be used to pay a higher percentage of a customer’s 
incremental cost of installing energy efficient equipment or will the funds be 
restricted to only finding more customers willing to install energy efficiency 
measures at the same share of incremental cost? APS hopes these questions can be 
quickly resolved and looks forward to working with the Commission to 
expeditiously and effectively use any federal funding that may become available to 
expand and enhance the Company’s energy efficiency efforts. 

17. What specific energy efficiency programs, measures or delivery mechanisms 
would produce the most results from additional funding? 

If federal funding becomes available, APS believes that the expansion of its low 
income programs should be a priority. For example, in addition to providing more 
funding for the Energy Wise Low Income Assistance Program, federal funding 
could be used to expand the Public Service Assistance Program, a program that 
was approved in Decision No. 70654 (December 18,2008) as part of APS’s 2009 
Renewable Energy Standard (“REiS”) Implementation Plan, which packages the 
installation of solar hot water heaters with home weatherization. 

Additionally, APS is currently working with the Arizona Energy Office and other 
Arizona energy providers, through a grant from the Department of Energy, to 
survey certain neighborhoods to determine whether cost-effective energy 
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efficiency measures could be implemented on a development-wide basis. 
Additional federal funding could be used to expand this pilot program. Further, if 
the federal legislation allows for new programs, APS is planning to propose new 
programs that promote energy efficiency. New programs should be added based 
on their cost effectiveness, savings potential, and ability to address customers 
across various market segments. 
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